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Editorial Comment... 


Ne Quid Nimis — A Bit More On Replacement Cost Accounting 


Although one should beware of exhausting a theme by playing it 
too often, we cannot overlook the fact that no month can pass by without 
more contributions being made to the discussion on the basis for 
calculating depreciation of fixed assets. 


The February 1954 issue of The Canadian Chartered Accountant 
starts with an editorial “A Pronouncement on Replacement Price 
Accounting”. The editorial highlights the fact that although the A.LA. 
Committee on Accounting Procedure in the U.S.A. and the Institute of 
Chartered Accountants in England and Wales in the United Kingdom 
have taken stands against calculating depreciation of fixed assets on the 
basis of replacement costs, the Society of Incorporated Accountants and 
Auditors in England issued a positive statement on the subject on 
January 2nd, 1954. This statement is reproduced in the quoted editorial 
and recommends that accounts prepared on the revaluation of fixed 
assets of a continuing business should be accepted as long as this basis 
is clearly stated. It is interesting to note that this pronouncement of 
the Council recommends, among others, “that any provision for de- 
ficiencies in past depreciation charges brought about by subsequent 
rises in price levels should only be met by appropriations out of profit 
already determined.” 


Even leading newspapers, not usually concerned with accounting 
problems, devote considerable space to our problem. A recent example 
is the Christian Science Monitor which printed an editorial on the 
financial page recently under the heading “Policy on Depreciation by 
U.S. Held Outmoded”. This editorial comments on the result of the 
depreciation rates imposed by the Bureau of Internal Revenue in the 
United States since 1934; “The result in the last 20 years, according to 
the Machinery and Allied Products Institute (M.A.P.I.), is that the 
over-all rated average of rates allowed on fixed corporate assets is to-day 
under 5% per year, except for such as are subject to special amorti- 
zation.” Apparently, the quoted Institute is just publishing a book on 
depreciation which criticizes severely the present day policy on allowing 
depreciation in the United States. According to this publication “the 
total of depreciation allowances for tax purposes understates true 
capital consumption by almost $7 billion annually. In a decade. such 
assets acquired earlier at lower prices than now prevail would be 
undervalued by about $70 billion because of the deficiency in accrued 
depreciation, even if no further price increases occur.” We can only 
agree with the conclusion the study reaches that this is a tremendous 
sum. The Christian Science Monitor of course goes wrong by con- 
cluding that “true depreciation is an amount annually charged off which. 
at the end of a stated period will procure in tangible assets the equi- 
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EDITORIAL COMMENT 


valent of the original number of dollars expended for the asset in 
question.” Although we cannot agree with this statement, the further 
criticism voiced by M.A.P.I. deserves attention: M.A.P.I. criticizes the 
Revenue Bureau’s policy of insisting on group depreciation accounting 
because this method, according to M.A.P.L, aggravates the retardation 
brought about by the straight line depreciation policy. 


This seems to parallel a comment in the February 1954 Tax Review 
included in the February issue of The Canadian Chartered Accountant. 
In an article under the heading “Depreciation Allowance Under the 
Canadian Income Tax”, J. Harvey Perry, Executive Director, the 
Canadian Tax Foundation, comments that “the diminishing balance plan 
is not accepted as being appropriate in many cases, and the virtual 
compulsion to use it for company accounts because it is used under the 
income tax meets strong objection from most accountants, The retention 
of an asset in the account for depreciation purposes after it has been 
sold or scrapped at a loss is also contrary to sound accounting practice.” 


In the light of the statements included in the quoted article that 
“for 1945 and 1946 the rate of write-off expressed as a percentage of 
buildings and equipment at the values reported to the Taxation 
Division is estimated to be about 3.59% ; for 1951 the comparable rate is 
about 5.79% or about 61% higher” the results of the survey now under- 
taken by the Legislation Committee of our Society on the possible effect 
of replacement depreciation accounting in Canada promises to be most 
interesting. 


NOTICE OF EXAMINATION DATES 


The dates for the 1954 Examinations have been set as follows: 


Accounting I Monday, April 26th 
Fundamentals of Cost Accounting Tuesday, April 27th 
Advanced Cost Accounting (Paper I) Wednesday, April 28th 
Accounting I Thursday, April 29th 
Business Mathematics Friday, April 30th 
Advanced Cost Accounting (Paper IT) Saturday, May Ist 
Industrial Organization and Management Monday, May 3rd 
Industrial Legislation Tuesday, May 4th 


Application forms and information concerning the time of exami- 
nations, may be obtained from the Registrars of the Provincial Societies. 
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This versatile plate 
... writes ...adds ...tabulates 


HIS Addressograph plate is 
varsatile because it performs many 
accounting procedures at high speed. 
Now—it writes, adds and tabulates 
to save time and money on statistical 
and accounting functions—in addition 
to repetitive writing jobs. 
Call in an A-M representative to 
show you how this Addressograph plate 
can be applied to your business. 


Addressograph-Multigraph 


SIMPLIFIED BUSINESS METHODS 





ADDRESSOGRAPH-MULTIGRAPH of Canada Limited, TORONTO, ONTARIO 


Sales and Service Branches Across Canada 
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C & M Round-Up... 


By N. R. Barroot, R.A. 


Immigration 

This may be the biggest year yet in numbers of new Canadians 
from foreign lands. The minimum target for 1954 is 167,000. This was 
the actual figure for 1953. 1951 showed the highest number (194,000) 
of the post-war years. 

Canada certainly needs more population and although there are 
some soft spots in employment, a careful selection of immigrants with 
trade skills suitable for expanding industries is highly desirable. 

Nearly 25,000 new jobs were created in 1953 compared to 19,000 in 
1952. Most of these were the result of new factories. 

Each new immigrant brings at least two consumers in addition to 
himself. 

We must not forget the rapid strides of the American economy 
under the influence of its 19th century immigration policy. 


Life Insurance 

What happens to Life Insurance money? Here are some interesting 
figures based on 1953: 

Canadians owned 20.5 billions of Life Insurance at the end of 1953. 

This was twice the amount in force in 1945. 

The per capita figure is $1,370.00. 

New business in 1953 was 2.5 billions. 

Life Insurance Companies invested 350 millions in housing in 1953 
or nearly 25% of their assets in Canada. 

Over 70 companies, Canadian, British and American operate in this 
competitive area. 

Death claims and benefits amounted to 265 millions. 


Automobiles 
The following figures really prove the contentions of sociologists 
who claim Canadians are growing more and more nomadic: 
During 1953, 486,000 auto units were produced, 53,000 more than 
the previous year. 
Of the big three, General Motors produced 219,967 
Ford produced 155,627 
Chrysler produced 79,091 
Total employment of the three top auto corporations was 38,000 
with a payroll of 146 millions. 
All 5 major companies have completed or are planning extensive 
additions to present manufacturing facilities. 


Telephones 
The Bell Telephone reports that 2,120,000 phones are now in 

service, 

150,000 were put into use in 1953. 
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80% of all phones are dial operated — an interesting sideline 
reveals that this is a higher ratio than the United States. 

Long distance calls average 250,000 daily; local calls about 13 
million a day. 


Stocks On The Installment Plan 


With the lack of large unit investor capital there has been some 
concern over capital supply for the future. Since bank deposits and 
individual earnings were never higher, perhaps the above plan is not so 
far away from reality. Here is how it works: 

The New York stock exchange is the first to try the new system. 

An investor may pay as little as $40.00 every three months or as 
much as $999.00 per month. 

The plans are for periods of one to five years. 

For example, a person investing $40.00 per month in a $20.00 share 
stock would be credited with 2 shares after each payment. 

If each payment is less than a single share price or a fraction more, 
the investor is credited with the exact portion of a share or shares and 
fractions of a share covered by the payment. 

Obviously a lot of record keeping is necessary but can be most 
expeditiously handled by those brokerage concerns specializing in odd 
lots of stock. 

The American investment houses believe that this is a better plan 
than buying shares in a mutual funds company who purchase a variety 
of stocks for protection. This remains to be seen. 


Vending 


In case you are unaware of it, a new multi-million dollar business 
has quietly come upon the scene. A few figures tell the amazing story: 


There are 10,000 automatic vending machines in Canada dispensing 
everything from soft drinks to tennis balls. 


15 millions in sales were recorded through vending machines last 
year. 


A breakdown of the number of machines by type last year shows: 


Cigarettes , ........... 2,900 machines 
Bottle Type Soft Drink 5,000 machines 
Cup Type Soft Drink 600 machines 
Candy Bar 500 machines 
Coffee 250 machines 
Miscellaneous 1,100 machines 


These machines digest nickels, dimes, quarters and coppers, reject 
slugs and return proper change. 
(Continued on Page 87) 
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Management Consultant 
807-8 Standard Bldg. 
510 W. Hastings St., Vancouver 2, B.C. - MArine 8720 




















COST ACCOUNTANT 


Cost Accountant aged 35-45 to act in a senior capacity in the Cost 
Department of one of Canada’s major companies. Should have 
background in Standard Costing and be suited for early advance- 
ment. Applications should provide full details of experience, 
qualifications and salary requirements. 


Please Reply to: 
COST AND MANAGEMENT 
Box 39, 66 King St. East, Hamilton, Ontario 











(Continued from Page 86) 

Most of to-day’s vending machine business in Canada is in the hands 
of small owner operators who personally service from a dozen to 100 
outlets. 

The average machine pays for itself within 18 months and lasts 
about 5 years. 

Location commission rates range up to 25% of the gross take. 
Materials and service costs amount to 65% and the balance is profit. 
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It posts related records simultaneously . . . does 
all the adding, subtracting and typing . . . punctu- 
ates, dates and tabulates automatically 

speeds form insertion with its front feed carriage 


Let your Burroughs man show you how easy it is 
to post all your records on this one Burroughs 
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- Speeds the entire posting job with its typing. Adding Machine of Canada, Limited, Windsor. 
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Current Articles of Interest... 


A compilation of current articles available to 
members, on loan from the Library of the Society. 


ACCOUNTANTS 
THE ACCOUNTANT AS AN EXECUTIVE, by J. N. Laurenson — The Accountants’ Journal — 
Nov. ‘53. 
ACCOUNTING 
ACCOUNTING IN MANAGEMENT ENGINEERING, by Victor A. Lim — The Accountants’ Journal 
— Dec. ‘53. 
ACCOUNTING IN PERIODS OF RAPID INFLATION AND DEFLATION, by E. S$. Owens — The 
Chartered Accountant in Australia — Dec. ‘53. 
FUTURE OF ACCOUNTING IN MANAGEMENT, by Daniel M. Braum — The Accountants’ 
Journal — Dec. ‘53. 
ACCOUNTS 
BUSINESS MANAGEMENT THROUGH ACCOUNTS by Hans Menzi — The Accountants’ Journal 
— Dec. ‘53. 


ASSETS, FIXED 
EQUIPMENT REPLACEMENT POLICY — AND APPLICATION, by E. Martin, Sr. — N.A.C.A. 
Bulletin — Feb. ‘54 — Sec. 1. 
AUDITOR 
SOME AUDITING DOUBTS AND DIFFICULTIES, by James T. Dowling — The Accountants’ 
Magazine — Jan. ‘54. 
BANKS AND BANKING 
BANK ADMINISTRATION THROUGH THE BALANCE SHEET, by Alfonso Calalang — The 
Accountants’ Journal — Dec. ‘53. 
BREAK-EVEN 
ECONOMIC AND ACCOUNTING CONCEPTS IN BREAK-EVEN ANALYSIS, by Lester Ageloff — 
The N.Y. Certified Public Accountant — Jan. ‘54. 
BUSINESS GROWTH AND PLANNING 
SIGNIFICANT CURRENT TRENDS IN REGULATION, by H. R. Towles — The Controller — Feb. 
‘54. 
CAPITAL 
MEASURING THE PRODUCTIVITY OF CAPITAL, by Joel Dean — Harvard Business Review — 
Jan.-Feb. ‘54. 
RETURN ON CAPITAL EMPLOYED — MEASURE OF MANAGEMENT, by F. J. Muth — N.A.C.A. 
Bulletin — Feb. ‘54 — Sec. 1. 
RETURN ON INVESTMENT: GIST OF A TECHNICAL SERVICE SURVEY, by Donald G. Mackenzie 
— N.A.C.A. Bulletin — Feb. ‘54 — Sec. 1. 
WORKING CAPITAL, by A. N. Stevens — The Australian Accountant — Dec. ‘53. 
CONTRACT TERMINATION 
EXPEDITING CONTRACT TERMINATION CLAIMS, by J. G. Gaither — N.A.C.A. Bulletin — Jan. 
‘54 — Sec. 1. 
CONTROLLER 
EXECUTIVE INCENTIVE COMPENSATION AND THE CONTROLLER, by Arch Patton — The 
Controller — Feb. ‘54. 
COST CONTROL 
HELPING THE FOREMAN CONTROL COSTS, by R. E. Stockmeyer — N.A.C.A. Bulletin — Feb. 


‘54 — Sec. 1. 
COSTING 
COSTING TECHNIQUES — THEIR EFFECT ON MANAGEMENT PRACTICE AND POLICY, by David 
Solomons — The Cost Accountant — Jan. ‘54. 
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COST REDUCTION 
BLUEPRINT FOR COST REDUCTION — FACTORY MANAGEMENT AND MAINTENANCE — 
Jan. ‘54. 
CREDITS AND COLLECTIONS 
ACCOUNTS RECEIVABLE AND COLLECTION CONTROL — Busi Manag t — Jan. ‘54. 
CREDIT CONTROL — AN OUTLINE OF ITS OPERATION, by W. K. O’Brien — The Australian 
Accountant — Dec. ‘53. 





DEPARTMENT STORE 
PRODUCTION UNIT ACCOUNTING FOR DEPARTMENT STORES, by P. Schimp — N.A.C.A. 
Bulletin — Jan. ‘54 — Sec. 1. 


DEPRECIATION 
ANOTHER LOOK AT DEPRECIATION ALLOWANCES, by R. K. Mautz and L. Griffith — The 
Controller — Jan. ‘54. 
EDUCATION AND TRAINING 
TRAINING STAFF IN USE OF ADDING MACHINE, by Winston Brooke — The Journal of 
Accountancy — Jan. ‘54. 
EXECUTIVE COMPENSATION 
EXECUTIVE INCENTIVE COMPENSATION AND THE CONTROLLER, by Arch Patton — The 
Controller — Feb. ‘54. 
FARMS AND FARMING 
SOME ASPECTS OF FARMING, FARM ACCOUNTING, AND TAXATION, by N. B. Fippard — The 
Accountants’ Journal — Nov. ‘53. 


FINANCIAL MANAGEMENT 
TECHNIQUES OF FINANCIAL ANALYSIS FOR MANAGEMENT PLANNING, by Editorial Staff — 
The Journal of Accountancy — Feb. ‘54. 


FINANCIAL STATEMENT 
RAPID SOLUTION OF FUND STATEMENT PROBLEMS, by C. R. Airey — The Canadian 
Chartered Accountant — Feb. ‘54. 


FOREMEN 
FOREMEN — KEY TO WORKER MORALE, by Arthur N. Turner — Harvard Business Review — 
Jan. - Feb. ‘54. 
HOW TO GET FOREMAN TRAINING GOING FAST, by Ben Mason — Factory Management and 
Maintenance — Jan. ‘54. 
HELPING THE FOREMAN CONTROL COSTS, by R. E. Stockmeyer — N.A.C.A. Bulletin — Feb. 
‘54 — Sec. 1. 


HEAT TREATING 
DEVELOPMENT OF STANDARD COSTS FOR HEAT TREATING, by W. P. Canfield — N.A.C.A. 
Bulletin — Jan. ‘54 — Sec. 1. 
INDUSTRIAL RELATIONS 
FUNCTIONS OF PERSONNEL, INDUSTRIAL, AND PUBLIC RELATIONS — Management Data 
Sheets — Factory Management and Maintenance — Feb. ‘54. 


INSURANCE 
CHANGING CONCEPT OF CASUALTY INSURANCE, by Harold W. Horton — The Controller — 
Jan. ‘54. 
INTERNAL AUDITING 
BENEFITS OF INTERNAL AUDITING TO MANAGEMENT, by Antonio Zulueta, Jr. — The 
Accountants’ Journal — Dec. ‘53. 
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CURRENT ARTICLES OF INTEREST 


INVENTORIES 
PRACTICAL ASPECTS OF INVENTORY VERIFICATION, by James W. Thokey — The Journal of 
Accountancy — Feb. ‘54. 
SIMPLIFICATION AND STANDARDIZATION TO REDUCE COST AND STOCK INVENTORIES, by 
F. A. Callaby — The Accountants’ Journal — Jan. ‘54. 
TO CONTROL INVENTORY — PREVENT, REGULATE, ELIMINATE, by H. N. Bedford — N.A.C.A. 
Bulletin — Feb. ‘54 — Sec. 1. 
LEARNING CURVE 
THE LEARNING CURVE AS A PRODUCTION TOOL, by Frank J. Andress — Harvard Business 
Review — Jan.- Feb. ‘54. 
LAW 
PROPERTY AND TITLE TO PROPERTY, by F. D. O’Flynn — The Accountants’ Journal — Dec. ‘53. 


MANAGEMENT 
BUSINESS MANAGEMENT THROUGH ACCOUNTS, by Hans Menzi — The Accountants’ 
Journal — Dec. ‘53. 
COSTING TECHNIQUES — THEIR EFFECT ON MANAGEMENT PRACTICE AND POLICY, by 
David Solomons — The Cost Accountant — Jan. ‘54. 


THE EVOLUTION OF SCIENTIFIC MANAGEMENT, by D. W. Petherbridge — The Australian 
Accountant — Dec. ‘53. 

FUTURE OF ACCOUNTING IN MANAGEMENT, by Daniel M. Braum — The Accountants’ Journal 
— Dec. ‘53. 

PROCEDURE FOR “COERCING” AGREEMENT, by Irving J. Lee — Harvard Business Review — 
Jan. - Feb. ‘54. 

MANAGEMENT ACCOUNTING 

EDUCATION FOR MANAGERIAL ACCOUNTING, by Mary E. Murphy — The Accountants’ 

Journal — Dec. ‘53. 
MATERIAL CONTROL AND ACCOUNTING 

MATERIAL HANDLING OVERHEAD AFFECTS UNIT COST, by C. W. Bendel — N.A.C.A. 
Bulletin — Jan. ‘54 — Sec. 1. 

NEW MACHINE-LOADING METHODS BREAK BOTTLENECKS, CUT MACHINING COSTS — 
Factory Management and Maintenance — Jan. ‘54. 


MATERIALITY 
CRITERIA FOR JUDGING MATERIALITY, by Sam M. Wollsey — The Journal of Accountancy — 
Feb. ‘54. 
OFFICE ORGANIZATION AND MANAGEMENT 
KNOW YOUR OFFICE COSTS! by J. McCall Hughes — The Controller — Jan. ‘54. 


OVERHEAD 
BACKING OVERHEAD CLAIMS FOR COST-TYPE CONTRACTS, by R. W. Harwell — N.A.C.A. 
Bulletin — Jan. ‘54 — Sec. 1. 
BUDGETED VOLUME: BURDEN BASE FOR SEASONAL OPERATION, by W. F. Neumann — 
N.A.C.A. Bulletin — Jan. ‘54 — Sec. 1. 
MATERIAL HANDLING OVERHEAD AFFECTS UNIT COST, by C. W. Bendel — N.A.C.A. Bulletin 
Jan. ‘54 — Sec. 1. 
PRACTICAL ENGINEERING OF BURDEN DISTRIBUTION, by E. Waygren — N.A.C.A. Bulletin — 
Jan. ‘54 — Sec. 1. 
OVERTIME 
WHAT HAPPENS TO COSTS WHEN WE RUN OVERTIME? by R. S. Makepeace — N.A.C.A. 
Bulletin — Feb. ‘54 — Sec. 1. 
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PENSION PLANS 
HOW TO PAY FOR PENSIONS BY DEPOSITING A FIXED PERCENTAGE OF A COMPANY'S 
PROFITS, by Dr. Hilary L. Seal — The Controller — Feb. ‘54. 


PERSONNEL 
LEADERSHIP PATTERN IN THE PLANT, by Chris Argyris — Harvard Business Review — Jan.- 
Feb. ‘54. 
MAN-HUNT FOR TOP EXECUTIVES, by Robert N. McMurray — Harvard Business Review — Jan.- 
Feb. ‘54. 


SUN LIFE AND ITS NEW EMPLOYEES — Business Management — Jan. ‘54. 


PRODUCTION CONTROL 
NEW CONCEPT OF PRODUCT FLOW CUTS CYCLE FROM MONTHS TO WEEKS, Norton Company 
— Factory Management and Maintenance — Jan. ‘54. 


PRODUCTIVITY 
MEASURING THE PRODUCTIVITY OF CAPITAL, by Joel Dean — Harvard Business Review — 


Jan. - Feb. ‘54. 
PROFITS 
VARIETY IN THE CONCEPT OF INCOME, by A. C. Littleton — The Canadian Chartered 
Accountant — Jan. ‘54. 
RECORDS 


THE PROTECTION OF VITAL CORPORATE RECORDS, by H. F. Russell — N.A.C.A. Bulletin — 
Jan. ‘54 — Sec. 1. 
REPAIRS AND MAINTENANCE 
BETTER MAINTENANCE MATERIALS, by John B. Whitlock — Factory Management and 
Maintenance — Feb. ‘54. 
MAINTENANCE INCENTIVES ARE PRACTICAL, BUT, by W. C. Cooling — Factory Management 
and Maintenance — Feb. ‘54. 
REPORTS 
ENGLISH USAGE IN ACCOUNTANTS’ REPORTS, by A. H. Hoole — The Canadian Chartered 
Accountant — Feb. ‘54. 
RETAILING 
DOWNTOWN DILEMMA, by John P. Alevizos and Allen £. Beckwith — Harvard Business 
Review — Jan. - Feb. ‘54. 
SALES ANALYSIS © 
USE OF ACCOUNTING INFORMATION FOR INCREASING SALES, by S. D. Flinn — N.A.C.A. 
Bulletin — Feb. ‘54 — Sec. 1. 
SOYBEAN 
SURVEY OF COST PRACTICES OF SOYBEAN PROCESSORS, by D. A. Sullivan — N.A.C.A. 
Bulletin — Feb. ‘54 — Sec. 1. 


STOCKS, STOCKHOLDERS, BROKERS 
THE STOCK EXCHANGE, by W. C. Buchanan — The Accountants’ Magazine — Jan. ‘54. 
VALUATION OF SHARES OF JOINT STOCK COMPANIES, by C. C. Chokshi — The Journal of 


Accountancy — Jan. ‘54. 
SYSTEMS 


BOOKKEEPING SYSTEM BUILT AROUND TYPEWRITER, by J. J. Tucker — The Journal of 
Accountancy — Feb. ‘54. 
TERMINOLOGY 
ENGLISH USAGE IN ACCOUNTANT’S REPORTS, by A. H. Hoole — The Canadian Chartered 
Accountant — Feb. ‘54. 
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CURRENT ARTICLES OF INTEREST 


TERMINOLOGY OF COST ACCOUNTING, by R. Adamson — The Australian Accountant — Dec. 
‘53. 

WHY NOT USE ACCOUNTING TERMINOLOGY? by R. A. Miller — The Canadian Chartered 
Accountant — Feb. ‘54. 


ADDRESS OF PUBLICATIONS 
The Accountants’ Journal, 304 Burke Building, Manila. 
The Journal of Accountancy, 270 Madison Ave., New York 16, N.Y. 
N.A.C.A. Bulletin, 505 Park Ave., New York 22, N.Y. 
The Accountants’ Magazine, 27 Queen St., Edinburgh 2, Scotland. 
The New York Certified Public Accountant, 677 Fifth Ave., New York 22, N.Y. 
The Chartered Accountant in Australia, Box 3921, G.P.O., Sydney, N.S.W. 
The Canadian Chartered Accountant, 10 Adelaide St. E., Toronto, Ont. 
The Australian Accountant, 430 Bourke St., Melbourne, Australia. 
Irish Accountant and Secretary, Rutland PlI., Cavendish Row, Dublin, Ireland. 
The Accountants’ Journal, 22 Bedford Sq., London WC1, England. 
The Harvard Business Review, Soldier’s Field, Boston 63, Mass. 
Busi Manag t, 100 Simcoe St., Toronto 1, Ont. 
The Controller, 1 East 42nd St., New York 16, N.Y. 
The Accountants’ Journal, 100 Lambton Quay, Box 5043, Wellington, N.Z. 
Factory Management and Maintenance, 330 W. 42nd St., New York 36, N.Y. 





PERSONALS 


J. E. Coubrough, R.I.A., recently received promotion to Chief 
Accountant and Treasurer of the Hamilton Hydro Electric System. A 
member of the Hamilton Chapter, Mr. Coubrough was appointed to 
this position upon the elevation of Mr. J. W. Hammond to General 
Manager. 

R. F. Cummings, a Director of the St. Maurice Valley Chapter has been 
appointed Supervisor of Accounting and Methods at Shawinigan 
Chemicals Limited, Shawinigan Falls. 

L. A. C. Donaldson, R.1.A., of the Vancouver Chapter, has entered public 
practice as a consultant and has established offices at 808 Standard 
Building, 510 West Hastings St., Vancouver. 

George Moller, D.Jur., C.A., R.I.A., has been elected a Director of Erie 
Flooring and Wood Products Limited, West Lorne, Ontario. Mr. Moller 
is Secretary-Treasurer of the Hamilton Chapter and Treasurer and 
Comptroller of Robertson-Irwin Limited, Hamilton. 

D. B. Peddie, R.I.A., a member of the St. Maurice Valley Chapter and a 
Director of the National Society, has been appointed Chief Plant 
Accountant for Shawinigan Chemicals Limited, its subsidiaries and 
associated companies. Mr. Peddie will be located in the Montreal Head 
Office of the Company. 

J. Albert Vezina, C.A., R.I.A., C.G.A., has been appointed Provincial 
Auditor for the Province of Quebec. A member of the Quebec Chapter 
of the Society, Mr. Vezina succeeds another Quebec Chapter member, 
Mr. A. J. Dolbec, who recently retired. 
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NOW-an All-Purpose Posting System 





McBEE GENERAL ACCOUNTING POSTER 
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Organization as a 
Factor in Reducing Costs... 


By Bruce Payne, 


President, Bruce Payne & Associates, Incorporated, 
Management Consultants, Westport, Connecticut. 


Competition demands a continuous attack on administrative and pro- 
duction costs. An effective programme of cost reduction must stem from 
an efficient organization at the executive level. In approaching this 
problem, the author draws attention to the need for analyzing all aspects 
of executive responsibility, the necessity of a sound management training 
programme, and the methods which can be used in attaining these 
objectives. 


SUCCESSFUL organization, to-day, must be able to reduce costs 

continually. It must recognize the new trends and new demands of 
industrial operation, and take advantage of the new techniques and 
procedures developed during the past few years. The tempo of business 
development is accelerating, and will continue to do so, placing an ever- 
greater strain on management. 


Many organizations are not able to meet these trends and demands 
because many of their management men are already overworked and 
overloaded. Under to-day’s emergencies, laws, prices, taxes and com- 
petition, the executive and manager must run as fast as he can just to stay 
in the same place. He will mention such new problems as extremely 
rapid company expansion to meet defence and civilian needs; the 
opening of foreign markets and foreign plants; and the need for new 
sales and production ideas. 


Despite all of these problems, it is not only possible to build a sound 
company foundation for future profits, but to do it without increasing 
the load of the individual executive. As a matter of fact, decreasing 
the executive load, without increasing the size of the top management 
staff, should be one of the major results of this effort. These are, indeed, 
far-raching objectives, but the results achieved by one good sized equip- 
ment manufacturer through a determined organizational effort and 
follow-up is, however, evidence of what can be done. An analysis of 
this company indicated the following major problems: 


1. Costs were no better than competitors’. 

2. There was no second team for the older key executives. 

3. All executives were overworked. 

4. The industry and its suppliers had developed little new 
equipment, processes or materials, and this company had not 
done development work of its own. 

5. The union was holding work loads to half a “fair day’s 
work.” 

. Sales were seasonal and cyclical. 
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was evident that there were several reasons for these problems: 

1. The industry and all the companies in it had settled into a 
status quo. 

2. The union was not looking to the future when other products 
would offer this industry serious competition. There were 
already indications of new products being offered more 
cheaply and being sold more vigorously. 

3. New industrial techniques of production and sales had not 

been considered. 


When the weaknesses had been determined by a complete manage- 
ment examination, the company went to work to improve. First, this 
company’s objectives were more clearly defined. The work of each 
man on the executive team was studied in order that the burden could 
be reduced to safe proportions. Younger assistants were given more 
to do to help the top executives, and, as a result this added responsibility 
gave them experience to develop as a second team of executives. In the 
plant, new production methods and techniques based upon the accurate 
measurement of productive work, were studied and applied. Fair work 
assignments were achieved by production incentives. Improved sales 
and production controls were worked out to assist executives in meeting 
company sales objectives. With all the executives working together, this 
company had reduced costs below any other company in the industry 
within three years. It has continuously sold 100% of its productive 
capacity for this period the only company in its industry to do so. 
Gross and net profit percentages are better while the other companies 
have found it difficult to maintain the old profit level. 


Periodic checks over the last four years have insured that the 
organization is maintained and improved on a continuing basis. The 
company has always been the leader in its field, but there is now no 
question in anyone’s mind that it has moved further in front of com- 
petition, and will stay the leader. This company now has modern 
methods and the flexibility to anticipate change, plus reserve power to 
meet new developments. Its executives form a competent team, 
operating at top effectiveness. 


Company Preparations for To-day’s Problems 

The first step in preparing any company to meet to-day’s ever- 
changing problems is a thorough survey and study of the situation as it 
now exists. What are the company’s objectives? What does it want to 
accomplish in terms of production, sales, profits, expansion and de- 
velopment of new products? Who are the people who must accomplish 
these objectives? How many executives are there to-day? What do 
they do? What should they do? How old are they? Who are their 
potential replacements? 
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With this information at hand, the real effort to improve company 
organization can begin. It involves setting up a workable organization 
plan, defining the duties and responsibilities of each department and 
each executive, and developing a method for measuring executive per- 
formance. A great deal of painstaking work and careful consideration 
is required to achieve each of these goals. Just as a tree that has been 
growing in the wrong direction, a company cannot just be pushed back 
on the right path. It must be re-organized and the personnel re-trained. 

In making a survey of an organization with the objective of lower 
costs, a great many factors must be considered. A few of the more 
important factors which will serve to indicate the scope of the problems 
involved and the need for an independent, objective approach will be 
discussed. 


Executive Functions 

American executives are becoming the most overworked and 
harrassed group of men in history. When a company is properly 
organized, and executive functions correctly apportioned, this overload 
can be almost completely eliminated without increasing the executive 
staff. 

One management study after another has indicated that a major 
cause of the overload is that executives are spending a large proportion 
of their time on non-executive functions or jobs which can and should 
be performed by other employees. Department heads are doing things 
clerks could do better. Vice-presidents tinker with the production 
problems that rightfully belong to the engineer. Presidents are usurping 
the duties of accountants. 

For instance, the president of a large company was complaining 
not long ago about being overloaded with work, when the telephone 
rang. It was one of his plant managers in another city asking if that 
plant should continue the small contribution to the community fund 
which had been customary for some years. They discussed it for fifteen 
minutes and was it worth the time? It was not. But the president 
simply did not know how to delegate authority. 

Many times an independent, but overeager, executive will take unto 
himself duties which are not rightfully his, and which he may not be 
able to fulfill at a later date. Here is an example: The controller of an 
electronics manufacturer had a well-staffed organization who were eager 
to do any and all kinds of service work. As a result of this eagerness, 
the manager of tabulating had taken unto himself the record-keeping, 
as well as the operations of many of the employee services, such as 
Insurance, Vacations, Leaves of Absence. The records were 
extremely accurate, but were not available for the personnel manager 
when one of the questions might come up. Furthermore, by saddling 
himself with so many extra functions, the manager of tabulating was 
unable to keep pace with his regular work. One pay increase which 
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had been negotiated with the union was more than three months in 
getting into the pay envelope. 


Thus, an important step in building a good executive organization 
is making sure the jobs to be done by executives are management jobs. 
This may seem obvious, but, surprisingly, many executives are com- 
pletely unaware of the non-essential and detail work done by them 
which should either be eliminated, or be performed by others. 


How can one decide what an executive should delegate to others, 
and what is a function suitable for him to perform? Actually, the 
decision is not difficult. A man making an annual salary of $40,000. is 
being paid $20 an hour. What letters and what decisions will still be 
profitable if that much money is spent in handling them? Going back 
to the donation situation, for instance, a small contribution certainly is 
not worth consideration by a $40,000-a-year man for an hour or even a 
half-hour just on the basis of plain mathematics, let alone two men and 
the telephone being tied up. 


One company, which recently surveyed the jobs of its executives, 
found that they were spending more than half of their time on non- 
managerial duties. 


In another company, a few months after the president retired, the 
executive vice-president died, and the plant superintendent had to go 
on a part-time schedule because of health. The new top executives, 
promoted from within, found themselves working fourteen to sixteen 
hours a day, seven days a week, and getting mired deeper and deeper. 
A study of the situation revealed, however, that many of the functions 
could be passed to lower echelons, or made less demanding. Eighteen 
months later, output had doubled and costs were down. Yet no new 
executives had been added, and the top executives were able to work a 
normal work week. There is no secret to discovering the non- 
management functions performed by an executive. A complete and 
detailed list of what he does, a careful check on the various items, a 
shifting to others of less important functions, and the executive will have 
more time, a cleaner desk, and less strain. He will also have a much 
sharper view of his primary job. 


Training Programme for Executives 

Perhaps some executives are “born”, but most have to be “made”. 
They need training in effective methods of leadership, and in co- 
ordination of the work of others. A “school for policy makers” may 
seem strange, yet, it is needed in most companies, in every kind of 
business and industry. It is the best way to help key men to discover, 
without friction, hard feeling and resentment, exactly where their re- 
sponsibilities begin and end, and perhaps more important, it provides 
them with the knowledge of the scope of their fellow executives’ duties. 
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An executive training course is particularly important for men 
entering the executive group, such as technicians who are promoted to 
the executive staff. 

The case method has been successfully used in executive training 
programmes. Executives on the same level are carefully chosen for each 
class, and are given the complete background and objectives of the 
training in advance. They are, in fact, “sold” on the idea, since they are 
not apt to be eager at first. 

A trained leader, usually from outside the company, is found to 
conduct the discussions. The cases are built up from actual situations 
confronting the company, or apt to confront it in the near future. The 
best results are obtained by holding sessions for several consecutive 
days in a classroom away from the plant because only then can the 
“students” get into the spirit of the training, away from the press of 
every-day work. 

Companies which have tried the case method have been enthusiastic. 
The “graduates” for the most part agree that their horizons have been 
broadened and their sympathies enlarged by looking at the other 
fellow’s point of view. They have a new sense of the importance of 
persuading people to work with them rather than for them. 

Here is an example of the case method of instruction, as applied to 
industrial relations: The workers of a mid-west manufacturer had 
been organized by a militant union, and all levels of management were 
faced with completely new responsibilities. Although copies of the 
contract had been distributed and interpretations had been made, there 
was considerable misunderstanding between stewards and _ certain 
executives. The director of labour relations instituted a course for all 
executive personnel. The outstanding and best training medium was 
a re-enactment of a grievance procedure. This was a case which the 
union had won, and which was generally misunderstood by management. 
By participating in actual “role-playing” the executives were able to get 
the feeling of the original participants and by making their own deter- 
minations from the contract, were better able to understand the decision. 
In their appreciation for the company-union contract, and for the 
human relations involved, the executives were then able to continue to 
improve production methods and employee output. 

There are many formal training courses which are given to 
executives by universities and colleges. Such a course is the Advanced 
Management Programme of the Harvard Business School. This course, 
which lasts for thirteen weeks, has been eminently successful as judged 
by the number of companies who continue to send executives for train- 
ing. In-plant training, however. is equally important. 


Executive Authority 
This is one of the most critical and least understood areas of man- 
agement. There are many frustrated executives who have been given a 
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job to do without the proper authority to follow through. For example, 
there is the man ordered to build up sales volume, but refused an adver- 
tising appropriation; the controller ordered to set up new cost controls, 
who can’t hire a clerk; the harrassed production executive, who can’t 
replace obsolete machinery. Proper and full delegation of authority is 
the key to an executive’s success. Most executives think they know how 
important clear authorization is; but few achieve it without help. 

In one company, a junior executive was asked to examine the 
methods and install modern techniques in five operating departments 
for which he was responsible. He surveyed, analyzed, and drew up an 
excellent blueprint. The department heads, formidable characters in 
this company, received no “official” notice to co-operate. The junior 
executive was given no authority to insist, so the department chiefs 
quite courteously ignored his recommendations. A year’s work was 
wasted. 

An executive will have the authority he needs to do a proper job 
only when the area of his responsibility has been carefully defined. 
when the flow of authority has been intelligently charted, and when all 
executives have been trained in the principles of good organization. 
When executives know their jobs and take for granted that they will not 
be hamstrung by conflicting commands and ill-defined directives, every 
facet of company operation is smoother and easier. Delegation of 
authority must include a clear definition of the areas of responsibility. 
Mere delegation is not enough. Although authority may be bestowed 
from those above, it must be earned from those who are supervised. 
Authority will not be recognized by subordinates unless it is deserved. 


Executive Standards and Incentives 


Standards and incentives for plant workers have become fairly 
common practice in American industry as a means of increasing pro- 
duction. It is difficult to understand how accomplishment can_ be 
measured unless there are standards of some sort. Yet, only a few 
companies have well defined standards of performance for executives, 
and executive incentive programmes based upon precise standards are 
even more rare. 

It is possible, however, to establish realistic performance standards 
for executives. For example, standards can be based upon the operating 
budgets for key personnel. A sales budget, established by careful 
market analysis will determine the sales volume and profit objectives 
the sales manager must achieve. The sales budget will assist the sales 
manager in planning and in monitoring his sales costs. The standard for 
the sales manager is his sales budget, and the measurement of sales 
results against this standard is the measurement of his performance. 

Before standards of executive performance can be established, all 
the other factors of sound organization must be in operation. No 
executive can be judged fairly if he is overburdened with non- 
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management functions; if he does not have adequate authority, or if he 
is not properly trained in leadership and technical know-how. Given 
these, standards can and should be developed and compensation should 
be adjusted fairly to them. Thus, production executives can be rewarded 
against a production budget and cost standards; promotion people, by 
the effectiveness of their advertising. 

The performance of other executives will be measured against 
company objectives. ‘The treasurer or financial vice-president has 
objectives in meeting financial plans, borrowing funds on favorable 
terms, and maintaining credit criteria. The executive vice-president and 
president have more general objectives to meet such as maintaining or 
improving the competitiveness of the company, labour and community 
relations, and maintaining a flexible and growing organization. 

Naturally, monetary incentives are important. One of America’s 
foremost companies has shown a profit for 21 consecutive years under 
the direction of the same able chief executive. He has encouraged extra 
production bonuses for everyone, from the sweeper to the executive 
vice-president. Several executives earned incentives of 100% or more. 
The responsibilities for results are up to each man and when he 
succeeds, the reward is found in his bank account. This practice has 
unquestionably played a big role in the company’s success, 

There are also other incentives which may be even more important 
than money in stimulating an executive to greater effort. Fuller partici- 
pation in the making of top policy, for example, encourages an executive 
to try to make it succeed. Recognition for work well done is a splendid 
incentive. 

One young man of 30 inherited a good-sized textile firm when his 
father died five years ago. He also inherited a group of executives 
much older than himself. However, he was a master at recognizing 
achievement, and actually has developed a harder-hitting team than the 
one his father left him. This young man’s techniques included en- 
couraging key executives to participate in national association confer- 
ences, where they gained industry-wide recognition of their achieve- 
ments. He sponsored and publicized their community activities. He 
encouraged them to join social clubs and commended them for their 
efforts in enhancing the company’s reputation through their broadened 
activities, 

Executives are really human beings and they respond immediately 
when they have earned a pat on the back, and get it. 


Conclusion 

Several areas which should be covered in developing an organization 
which will reduce costs have been discussed. Other areas which could 
be discussed would include executive selection, personal work methods 
of executives, the techniques and tools of administration, production 
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and sales, developing the second team, and, of course, organizational 
flexibility for continual company development. The human and per- 
sonal aspects of executive growth exist in all of these areas. And yet, 
these still are only a few of the many points that must be covered in 
building and maintaining an effective organization. It cannot be empha- 
sized too strongly that it is the complete organizational plan that 
accomplishes the results of low costs. 


It is not only difficult, but almost worthless to attempt to patch up 
weakness in an organization just by adding an executive training pro- 
gramme or an executive counselor. Only through a complete study and 
organization effort which finds and fixes all the sources of costs can real 
advantages be gained. Furthermore, organization is not a “one shot” 
job. To keep the gains which are made, follow-through and periodic 
rechecks of organizational planning are essential. 


To whom should the responsibility for building and maintaining 
this cost-conscious organization be delegated? Certainly, it should be 
someone who has a broad knowledge of management problems, and can 
view them with complete objectivity. A few of the biggest companies — 
duPont, General Motors, General Electric—have established manage- 
ment consulting groups within their own organizations to provide 
objectivity to organizational planning. Because of their size, these 
companies can afford to support such staff groups, and can set them up 
so that they are in a position to be fairly objective. In many other 
organizations, outside counsel is used effectively for organizational 
objectivity. 

To-day’s cost problems demand flexibility of organization. The 
entire company must be alive to progress and change. Thus, no plan. 
however good, can be allowed to become stagnant. Management must. 
therefore, provide for a continual study of all phases of its organization. 
With this approach to organization, and with effective provision for 
following it through, management can readily be in a position to meet 
the difficult and ever-changing requirement of these times, and to insure 
continued progress in the years ahead. 








Ditto Of Canada And Ditto Incorporated Appointments 

Stanley J. Burk has been elected Vice-President, Ditto of Canada 
Limited and Vice-President and Director of Ditto (Quebec) Limited. 
Mr. Burk will continue in the capacity of General Manager of the 
Canadian companies. 

A Director of the Canadian organization and formerly Vice- 
President of Ditto of Canada Limited, Larry A. Watkins has been 
appointed Vice-President in Charge of Sales, Ditto, Incorporated. 
Chicago, Illinois. 
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Cost Control for Maintenance Labour... 
By Georce E. MEYErs, 


Maintenance Specialist, 
Waban, Massachusetts. 


The Standard Hour Control Plan of controlling maintenance activities 
is discussed by the author in this article. He outlines the development 
and operation of the plan and shows how it assists in scheduling work, 
promotes accurate man-hour and material costs, develops Standard Hour 
standards; and provides for the establishment of a wage incentive 
programme. 


LANT operating managers recognize, that to secure maximum 

machine utilization, they must give careful consideration to the 
maintenance and repair of plant facilities. In order to achieve the 
desired utilization of plant operating equipment, a planned maintenance 
control programme must be developed. 

A large portion of maintenance cost consists of the Maintenance 
Division payrolls. Maintenance labour, in many industries, is excluded 
from the usual labour cost control programme. In general, this type 
of labour is uncontrolled because it does not seem to lend itself to 
control by the methods ordinarily applied to other labour. 

It has been our experience that, because of the vast areas covered 
by maintenance workers and the variable nature of their work, con- 
siderable dissipation of time develops. Since there is a lack of direct 
supervision, and because time is consumed in going to and from jobs, 
supply rooms, workrooms, etc., maintenance labour costs are usually 
large and should be under adequate control. The plan to be discussed 
deals primarily with the principles of maintenance labour cost control. 


Features and Advantages of the Standard Hour Control Plan 

The salient features and advantages provided by the plan are: 

1. A complete record of work performed and the actual hours 
expended for each maintenance task. 

2. A measuring medium which provides fair and equitable pre- 
determined standard times to perform all types of maintenance 
work. 

3. The accumulation of weekly performance reports for use by 
Management as a measure of the Maintenance Department 
effectiveness. 

4. The development of a preventive maintenance programme. 


Type of Work Covered by the Plan 

The following job classifications, which are normally headed by a 
Plant Engineer or Maintenance Superintendent, are ordinarily included 
under this method of control: 

Carpenters; Electricians; Pipefitters; Machinists; Painters; 

Labourers. 
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Maintenance work usually falls into four classifications: Routine 
jobs which recur at scheduled intervals and are authorized in the 
form of standing repair orders; Repetitive jobs; Non-repetitive 
jobs; Estimated jobs. 


Development of Clerical Procedures 


In order to establish predetermined standards for the first three 
classifications of maintenance work, it is necessary to follow definite 
procedures for a sufficient period (usually three to eight months) prior 
to the development of Standard Hour standards. 

A written order should be prepared for every request for main- 
tenance work. These orders should all clear through the plant engi- 
neer’s office. A review of the orders enables the plant engineer to deter- 
mine their justification. Further, he can schedule the work in the 
sequence of importance and utilize the workers’ time to the best 
advantage. 

The form of order is of no great importance so long as the necessary 
data is furnished. It is important that a complete description of the 
work to be done should be given, including the order number, date, 
equipment number, name and location in the plant and signatures of 
the person requesting the work, the person approving the work and the 
worker responsible for completing the work. 

The number of copies of the order will vary to meet individual 
plant requirements. The order discussed here is prepared in four 
copies. These orders originate in the Productive and Maintenance De- 
partments. After the order is written, the first three copies should be 
forwarded to the plant engineer’s office and the fourth copy retained by 
the originator of the order. 

The maintenance control clerk in the plant engineer's office 
detaches the number three copy and places it in numerical sequence in 
a file of unfinished orders. The number one and two copies are sent to 


the clerk in the various craft shops, where they are placed in the “Jobs 
Not Started” file. 


In the event that more than one craft is involved in the work 
requested on the order, extra copies of the number one and two copies 
should be prepared in the engineering office and sent to the respective 
craft offices. When the extra copies of the order are prepared in the 
plant engineer’s office, the total number of such orders issued, including 
the original order, should be noted on the order form. 

When a job is assigned to a workman, the number one and two 
copies are removed from the “Jobs Not Started” file. The number two 
copy is immediately filed in numerical sequence in a “Jobs In Process” 
file. The clerk or timekeeper gives the workman the number one copy 
and at the same time rings in the worker on his daily work ticket. The 


105 











COST AND MANAGEMENT 


order number of the job to which the workman is assigned is recorded 
on the worker’s daily work ticket. 

The worker will keep the white copy of the order until the work is 
completed. He will then have it approved by the proper authority and, 
after signing his own initials, will return this copy to the craft office 
clerk. The clerk will ring out the employee on the worker’s daily work 
ticket, at which time the worker is assigned another job. The elapsed 
time taken on each job is completed and posted on the daily work 
ticket. 

The craft office clerk removes the number two copy from the “Jobs 
In Process” file. He will then post the date the job was completed on 
both copies and hold them in a completed file. 

At the end of each day the total time on the daily work tickets is 
compared with the workmen’s attendance clock cards and any dis- 
crepancies reconciled. 

The number one and two copies of all completed orders and the 
daily work tickets for the day are forwarded to the plant engineer’s 
office. 

The control clerk in the plant engineer’s office posts the elapsed 
time for each job, as indicated on the daily work tickets, in the space 
provided on the back of the number three copy of the order. When the 
number one and two copies of the order are received from the craft 
shop, it is his notification that the job is completed. The hours are 
totalled on the reverse side of the number three copy and also posted on 
the face of the number one and two copies. At the completion of each 
day’s work, the number one, two and three copies of completed orders 
will be sorted. 

The number one copies are sorted by departments to be charged and 
held in a file until the end of the week. Total actual hours of each group 
of these orders are then totalled on an adding machine tape. The tapes 
are attached to the orders and sent to the department head for whom the 
work was done. 

This procedure is considered to be one of the most important 
features of the plan, as it gives the various department heads an oppor- 
tunity to carefully check the time expended on all the orders originated 
by them. Close examination of the charges by the department heads 
is in itself a control procedure which is very valuable. Charges which. 
in their opinion, are out of line should be brought to the attention of 
the plant engineer. 

The number two copies are then filed in the plant engineer’s office 
by crafts and date sequence. 

The number three copies are filed by type of equipment. 

Although this discussion deals primarily with the principles of 
maintenance labour control, it is important to mention, at this time, that 
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the plan also provides for the control of maintenance materials and 
supplies. 
Control of materials can be reasonably assured if the following 
principles of control are applied: 
Stock rooms in which physical quantities of materials and supplies 
are stored should be secured under lock and key. 
A stock inventory record should be maintained showing the quan- 
tities received, issued, and balance on hand for all major items. 
This is a quantity record only; therefore, it is not necessary to carry 
money values on this record. 
The type of material requisition used will vary with individual 
requirements. It can be a separate requisition or be included as a 
part of the order form herein discussed. 


Establishment of Standards 

When a sufficient number of orders is accumulated, a complete and 
detailed analysis is made to determine the cost of the various classi- 
fications or orders, expressed in man-hours. 

The number two copies of the orders, which are filed by crafts, are 
used for this purpose. The development of standards is accomplished 
by analyzing the maintenance work, by crafts, into four general classi- 
fications, which are: 

Routine jobs; Repetitive jobs; Non-repetive jobs; Estimated work. 

Following these classifications, budgeted standards for routine 
work are determined. 

All repetitive jobs are classified by crafts and respective job name 
and standards established, based on the man-hour cost for the develop- 
ment period. 

With respect to non-repetitive jobs, the approach is somewhat 
different. One of the unusual features of this plan is the complete 
coverage of this type of maintenance work which has always appeared 
difficult to measure. Our plan provides for placing non-repetitive work 
in time classifications, by crafts. Usually four or five major classifi- 
cations are sufficient for complete coverage of this type of work, although 
there may be more or less, depending on existing conditions. 

Time standards for estimated jobs, which consist primarily of new 
construction projects or major repairs, are estimated at the time of 
authorization. 

These standards are expressed as Standard Hour standards. Standard 
Hour standards, therefore, are the number of hours per unit or job 
which are allowed for the task. 

Measuring Employee Effectiveness 

Following the establishment of Standard Hour standards, they are 
currently applied to all completed orders. 

The number two copies of the orders completed each week will be 
passed to a standards computation clerk by the maintenance control 


107 











COST AND MANAGEMENT 


clerk, after the posting of the actual hours to the face of this copy. 

The standards clerk will sort the orders for each maintenance group 
into routine, repetitive, non-repetitive and estimated jobs. Standard 
Hour standards, as previously established, are applied so that Standard 
Hours are obtained. 

Standard Hours represent the value of the work performed and are 
the product of the Standard Hour standards times the number of units 
or jobs actually completed. 

Standard Hours and Actual Hours for the foregoing classifications 
for each maintenance group are totalled for the period, and the per- 
formance for each group determined. 

Group performance is determined by dividing the total Standard 
Hours by the total Actual Hours and multiplying this result by 100. In 
other words, it is the percentage of Standard Hours to Actual Hours. 


Standard Hour Control Report 

Information is now available for the preparation of the Standard 
Hour Control Report. 

This report is prepared each week for a given pay period. Totals 
of Actual and Standard Hours are posted to the summary sheet, thus 
indicating the performance attained by the various groups and the 
Maintenance Division as a whole. 

Inasmuch as the Standard Hour standards are established on actual 
man-hour costs over a given period, it is the intent of the plan to control 
the future activities of the maintenance workers so that lower man-hour 
costs will result. The percentages of performance that are reflected 
weekly on the Standard Hour control report will indicate whether the 
Maintenance Department effectiveness is increasing or decreasing. 

It is not expected that a comparison of Actual and Standard Hours 
for any specific week will reflect a true performance for that period. 
There will always be instances when estimated or major repair jobs will 
extend over a period of several weeks before they are completed. This 
would naturally distort the relationship of Actual and Shandard Hours 
in any given week. Therefore, the effectiveness of the maintenance 
groups should be based on an eight-week moving average so as to effect 
a more consistent trend of performance. This merely means the accu- 
mulation of eight weeks’ Actual Hours and Standard Hours in one total, 
with a resultant percentage of performance. 


Preventive Maintenance Programme 

In general, maintenance departments are burdened with a backlog 
of maintenance rush jobs. 

This condition can readily be improved by the development of 
definite preventive maintenance procedures. 

Preventive maintenance promotes low operating costs and, there- 
fore, plant facilities should receive regular inspections to minimize the 
failure of equipment and machines. 
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COST CONTROL FOR MAINTENANCE LABOUR 


Inspection schedules can be laid out to cover all the equipment in 
the plant. Predetermined schedules of inspection should be prepared 
and should indicate: 

1. The name and number of the equipment to be inspected. 

2. The type of inspection each piece of equipment requires. 

3. The frequency with which each item of equipment shall receive 

the required inspection. 

4. The condition of the equipment at the time of inspection. 

5. Preparation of inspection schedules for each department, by 

type of inspection, for each day of the week. 

The cost of operating a preventive maintenance schedule, as out- 
lined, will be repaid many times through the elimination of costly major 
repair jobs, a decrease in production equipment downtime, and a better 
balanced work load for the Maintenance Departments. 

Wage Incentive Programme 

The Standard Hour standards established for control purposes also 
form the basis for wage payment under an incentive plan. 

There are important advantages to be gained by the application of 
an incentive programme for maintenance work. An interested worker 
is an effective worker and, as such, his attainment with respect to 
quality and quantity of work is high. The surest way to secure operator 
interest is to provide compensation in proportion to expended effort. 
Therefore, satisfactory operator effort can be realized under a plan 
which provides for extra pay in return for effective operation. In other 
words, as the degree of performance increases, the operator’s pay in- 
creases in proportion. 

Hence, in order to obtain full benefits of the plan through greater 
employee interest and better utilization of time, the installation of a 
wage incentive programme is recommended. 

Application of the Incentive Programme 

Extra compensation shall result only when the performance per- 
centage, as computed by the application of Standard Hour standards, 
exceeds 100% for a given eight-week period. 

As previously stated, the effectiveness of maintenance groups should 
be based on an eight-week moving average. The percentage of per- 
formance for the eight-week period can be used for the current week’s 
premium percentage. The following week, the first week of the eight- 
week period can be eliminated and the new current week added, so that 
at all times we have eight-week totals involved and yet are enabled to 
have a current week’s percentage upon which to compensate employees. 

The employee’s share of added compensation is based on the per- 
formance of each department and the Maintenance Division as a whole. 
This means that one-half of the employee’s share will be paid on the 
indicated departmental increase, and one-half as a result of the over-all 
Maintenance Division increase. The purpose of this manner of payment 
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is to provide a more equal distribution of the percentage of added 
compensation and to stimulate employee co-operation, together with 
greater interest in maintenance improvement. 

It is exceedingly simple to operate the incentive plan. No changes 
in clerical procedures are necessary, except for such added payroll per- 
centage computations as will be required in connection with additional 
compensation. 


Summary 

There are, of course, varying conditions between different types of 
industry, and it is impossible to set forth a plan which will meet the 
need of each and every plant. The basic pattern of this plan, however, 
can be readily adapted to fit the condition of any manufacturing 
enterprise. 

A review of some of the more important features, which make it 
possible to control all types of maintenance repair and installation work, 
follows: 

1. Provision for a written order for every request for maintenance 
work. These orders all clear through the plant engineer’s office. 
This procedure enables the plant engineer to determine their 
justification, schedule the work, and to utilize the workers’ time 
to the best advantage. 

. Provides an accurate man-hour cost for each and every main- 
tenance job and the cost of materials used on each job. 

3. Development of Standard Hour standards with which to control 
the elapsed time taken to do the work. 

4. Preparation of weekly performance reports for use by Manage- 
ment as a measure of each maintenance craft effectiveness and 
the Maintenance Division as a whole. 

5. The development of a preventive maintenance programme to 
eliminate costly major repair jobs, reduce production equipment 
downtime and provide a better balanced work load. 

6. Provision for a real incentive whereby employees can increase 
hourly earnings through co-operative effort and Management 
benefit by reduced operating costs. 

The application of the principles of maintenance control, as out- 
lined herein, cannot be endorsed too strongly. It has not been un- 
common in Maintenance Departments, where either an effective control 
or incentive plan has been applied, that the productivity of maintenance 
workers has increased from 25% to 50%. This increase clearly brings 
out the fact that generally the dissipation of maintenance employees’ 
time not only exists, but is of large proportions. The substantial results 
ordinarily obtained gives Management a splendid return on the initial 
investment of the installation cost. The cost of maintaining the pro- 
gramme after its installation is negligible. Therefore, Management can 
take full advantage of the economies obtained. 
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Mechanization of the Office ... 


By R. C. Luptow, 


Treasurer, R.C.A. Victor Company Limited, 
Montreal, Quebec. 


Although the office has become more highly mechanized in recent years, 
it never has matched the technological achievements of the factory. In 
surveying the present state of office mechanization, the author offers some 
very constructive suggestions for determining machine applications in the 
office. In commenting on future developments, he stresses the import- 
ance of electronics and the effect that this innovation will have on the 
status of the office worker. 


N OT too many years ago, the proportion of clerical workers to direct 

production was a rather minor factor. Now that proportion has 
risen to a point where, in many organizations, it is a matter of great 
concern. Official 1952 employment figures show that 17% of all 
workers in industry were clerical workers. 

The rate of growth is somewhat illusory. This illusion is produced 
by a relative decline in the number of production people, as against the 
upward trend in office staff. The decline in the factory in relation to 
output is the result of mechanization; the growth in the office is caused 
by a number of factors. As production becomes more mechanized, the 
need for control procedures increases; as management becomes more 
scientific, the office becomes the nerve centre without which the enter- 
prise would be lifeless or incapable of co-ordinated action. To-day’s 
office worker, too, may be less productive than his predecessors — 
although that is a matter for conjecture only, so long as an adequate 
means of measuring clerical performance is lacking. Finally, a sig- 
nificant factor is the load now borne by the office in performing the many 
activities demanded by governmental decree — the collection of income 
tax, of sales and excise taxes, of unemployment insurance, and so on. 

When any element of cost swells to unreasonable proportions, it is 
essential to the healthy life of the enterprise that remedial action be 
taken. Mechanization is undoubtedly the most effective remedy avail- 
able for the office. 


Present Status of Mechanization 

To-day’s office is equipped with a wide variety of machines and 
mechanical devices. There are for example: Typewriters, Dictating 
Equipment, Adding and Calculating Equipment, Timing Devices. 
Addressing Machines, Printing Machines, Counting Machines, and there 
are many more. 

Initially, most of these devices were conceived for a single function. 
The ingenious manner in which various types of office machines are now 
being linked-up in combination indicates that management is aware of 
the urgent need for placing office operations on a continuous-flow basis. 
Typewriters are now being used to produce punched tapes, which in 
turn actuate other machines. Printing equipment, ordinarily not thought 
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of as accounting machinery, now is the initiator of many accounting 
systems through the use of re-usable masters, which effectively produce 
a chain of related forms from one writing. Addressing machines, 
originally intended for a limited purpose, have developed accounting 
applications. Dictating machines, because of recent trends toward 
greater portability and flexibility, are now used in physical inventory 
work, the counts being dictated for transcription later. Telephone 
systems are being employed for automatic transmission of data. Even 
the commonplace card file has been mechanized to disgorge wanted 
information electrically. Photography is now an accounting tool, many 
concerns using this process to reduce their financial statements to pocket 
size. And, of course, punched card equipment, which more than any 
other machine, typifies the true principle of mechanized accounting, 
continues to make major advances. 


Determination of Machine Applications 


A common thread of purpose runs through all the descriptions of 
mechanized applications in use in to-day’s office: the elimination of re- 
writing of data. Or, to put it another way, the development of a con- 
tinuity of clerical operations to achieve an unbroken flow. There are 
other purposes, of course, such as elimination of fatigue, reduction of 
errors, removal of monotonous manual effort, which are important 
additional objectives. In the final analysis, however, all these purposes 
point to one common end result: the operation of the office on a 
profitable basis. 

The office is a complete business within itself. Its raw material is 
the mass of data which pours into it from all segments of the organi- 
zation; its tools; the forms, equipment and machinery with which it 
processes the raw material; its finished product, the data through which 
the organization is controlled and guided in its future course; its profit, 
the value by which its output outweighs its cost. 

As a complete business operation, the office must learn from the 
factory all the techniques of economical and efficient production. The 
vast output of to-day’s industrial machine could never have heen 
attained by man-power alone. Mechanization, basically, has been the 
cause. The extent of mechanization in production is illustrated vividly 
by the investment in plant and equipment, which in many industries 
represents thousands of dollars per worker. In the old days of crafts- 
manship the worker had to supply his own tools; in modern operations. 
very few workers could afford to do so. 

Mechanization of the office can be just as effective as mechanization 
of the factory. but mechanization of the office must be planned. In 
many instances, machine applications would be totally unjustified. The 
fact that a machine exists for performing a given task doesn’t necessarily 
mean that its use is indicated in every instance. 
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MECHANIZATION OF THE OFFICE 


The particular needs of the industry and the benefit of the results 
to be obtained from the task, may not justify a machine installation. 
Machines do not always produce the most economical output. Quite 
often, a manual operation will be found to be the most effective from 
all considerations. It is most important to make a careful and accurate 
determination of the need for any office appliance. Although the 
recommendations of friends, the use of the appliance by competitors or 
the skilful presentation of the appliance salesman should not sway this 
decision, these opinions can sometimes assist in making the decision 
because of the difficulty of making a trial run of a machine installation. 
There are, however, more important factors which must be weighed: 


1. Volume of Work: Where the volume of work is so small that 
the machine cost per unit of output would be excessive, 
the machine should not be purchased unless other gains, 
such as speed of output or elimination of peak-loads, 
outweigh the primary expense. 


ad 


Accuracy: Where accuracy is of prime importance, a 
machine designed to include automatic balancing features 
may be justified on this one feature alone since much office 
expense is devoted to checking functions. In determining 
the need for accuracy a very careful look should be taken 
at its cost, not only on a proposed machine installation, 
but also under the present method. The cost of obtaining 
accuracy may he far beyond its benefits. Accountants no 
longer insist on presenting financial statements expressed 
to the last cent. On some inventories, the control cost 
may be more than the inventory value. Wherever the cost 
of a checking operation exceeds the value of the errors 
eliminated, it is false economy to spend the money unless 
there are other worth-while considerations. 

3. Speed of Output: In instances where some financial advan- 
tage is to be gained by advancing the date of completion 
of a task, machines can produce profitable end-results, even 
though the cost per unit of output may outweigh the cost 
by manual effort. Cash discount on payables might he 
saved or receivables collected more rapidiy. Dangerous 
trends in manufacturing costs or in market conditions might 
be detected sooner so that corrective measures could he 
applied before it was too late. 

4. Job Cost Reduction: The analysis might determine that 

the machine will produce at a lower cost per unit than a 

manual operation. Too often the decision will be made 

on this basis alone. There is a further study that should 
be made. What is to become of the time formerly spent on 
the manual operation? Unless this available time is used 
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to advantage, the net result to the organization may be that 
no saving has been made. It is particularly important to 
plan in advance for use of the freed time if the present 
personnel are to use the machine, because there is a very 
human tendency to adopt a slower pace in order to fill in 
time for which work has not been provided. Once the 
slower pace has been established, it is frequently difficult 
to add additional duties. 


When careful study discloses the profitability of a machine 
application, the problem of selection must then be solved. 
instances, a choice must be made between various types of machines; 
in other instances the choice must be between manufacturers of one 
The problem of selection is of great importance and unwise 
choice might endanger the whole plan. 


The factors demanding consideration are: 
A 


Operating Speed: The manufacturer's rated speed of 
operation alone is not enough but frequently this is the 
only aspect considered. Most machines cannot produce 
faster than the input of the operator. On some machines, 
the make-ready time will he greater than that of the oper- 
ating cycle. 


. Simplicity of Operation and of Maintenance: The more 


gadgets a machine contains the more likely it is to cause 
trouble, and trouble never seems to happen except at peak- 
load times or when a rush job is in process. 


. Flexibility: It pays to use highly-specialized equipment 


where the volume of work is sufficient to keep that equip- 
ment busy. If this is not possible, a multi-purpose machine 
can often be made to pay by scheduling it to perform a 
number of different jobs. In the latter instance, the ease 
with which the machine can be moved must be considered. 


. Operator Training Time: The shorter the time in which 


this is possible, the greater the profit obtainable. Not only 
must the usual operator be trained, but also understudies 
and replacements to fill the gaps caused by absences, pro- 
motion, or to meet increased production schedules. 


. Adaptability to the Present System: Frequently, the entire 


system must be re-tailored to fit the peculiarities of a 
machine, and this could be a substantial expense, to be 
avoided where possible. Also, if the installation is a par- 
ticularly difficult one, it may be necessary to run both the 
old and new system for a trial period. Obviously, it is 
decidedly advantageous to have both systems on a parallel 
basis. 


In some 
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MECHANIZATION OF THE OFFICE 


6. Cost: This may be the most important item or it may be 
relatively unimportant, depending upon the value placed 
on the use of its output. In either case, it must be deter- 
mined as accurately as possible. Its consideration involves 
these elements: (a) Initial cost of the machine itself; 
(b) Interest on the investment if the installation is a costly 
one; (c) Maintenance cost; (d) Cost of forms and supplies 
used with the machine; (e) Expected life of the machine; 
(f) Trade-in value; (g) Possibility of early obsolescence 
through new developments; (h) Space required; (i) Oper- 
ator’s salary, including employee “fringe” benefits which in 
many organization are a substantial percentage of salary. 


After a decision on these elements has been made, the next step 
may be the choice of manufacturer. Here, good use can be made of 
the experience of other users, particularly if those other users are 
fellow-members of a trade or professional association. The general 
reputation of the manufacturer must be considered, together with his 
service policy. Finally, the manufacturer’s representatives can be 
most helpful. An indicative trend is the fact that manufacturers of the 
more complicated machines now require their representatives to have 
accounting or business management skills. Uusually, these representa- 
tives have had a great deal of experience in many industries, under 
varying conditions, and it is to their advantage to develop an installation 
that will be profitable to the user. Naturally, their interest is not 
entirely philanthropic, nor should it be. 


Management’s responsibilities do not end with the successful 
installation of a machine application. Continued high level volume 
and quality of work are not obtainable unless the machine is kept in 
good operating condition. Failure to maintain it properly can be a 
costly mistake. The maintenance programme begins with the operator, 
who should be trained to handle it carefully, to keep it cleaned at all 
accessible points, and to report promptly any operating difficulties. 
Periodic inspection by a qualified service organization is essential. The 
service is rarely performable by the user because of the technical skill 
required and because of the cost of keeping a fully-qualified man occu- 
pied full-time. The service may be performed by the manufacturer or 
by an independent service organization. Whichever is used, the quality 
and cost of the service must be weighed. 


Those responsible for the machine operation should have a good 
knowledge of the manner in which it does its work, and its optimum 
capacity. Since many machines are limited by the operator’s efficiency, 
output often can be increased by developing short-cuts in the machine 
operation, or by pre-preparation of the data used by the operator. The 
goal should be to arrange the work so that the operator spends a 
minimum amount of time performing non-operating functions. 
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Finally, there are intangible opportunities in machine appli- 
cations. The output usually is readily measurable and so assists in the 
vital job of developing clerical work measurements. The standardi- 
zation and work simplification that can and should accompany a 
machine application may prove to be very profitable. 


The Future of Mechanization in the Office 


So far a cursory review has been presented of the past and present 
status of mechanization in the office and of the principles which should 
be followed in determining the profitability of machine applications. 

While it is true that aitempts are being made to further the state of 
mechanization in the office, nevertheless, it is also true that progress has 
been slow. An indication of the extent of machine applications in the 
office to-day can be obtained from employment figures. The 17% 
proportion in 1952 of office workers in industry comprised 11,000 office 
appliance operators, 139,000 stenographers and typists, and 416,000 
clercial types. In other words, only 1 in 51 was a machine operator, 
excluding stenographers and typists, and of these machine operators a 
substantial portion would be operators of non-electrical apparatus. 

The large number of stenographers and typists employed in in- 
dustry, 1 in 4 clercial workers being in this group, illustrates the vast 
possibilities for cost reduction in the non-computing area of office 
work. The output of even a very skilled stenographer, a few hundred 
characters per minute, is painfully slow in comparison with the 
lightning speeds obtainable through electronics. 

The office appears to be on the verge of a revolutionary change, a 
change comparable in its effect to the Industrial Revolution which 
ended the days of craftsmanship and began the machine era. The 
agency which will cause this upheaval is the modern science of elec- 
tronics. It is already at work in the production field. The photo-cell 
“eletcric eye” is used as a counting device, as a measurer of colour 
changes, as a means of controlling movements of pieces of apparatus. 
Television replaces many inspectors in factory operations by permitting 
one man to view a number of inspection points from a distant location. 
It is used in banks for instantaneous comparison of signatures and 
other banking functions. It has a variety of uses in mass training, in the 
transmission of written matter, in communications. 

In the public utilities field, electronics made possible the inter-city 
dialing system which eliminates the long-distance operator and permits 
the caller to dial directly a number in a distant city, and also auto- 
matically computes the cost of the call. Development work is being 
done on the operation of machines by the mere sound of a voice. 
Already there is exploration of what is called “automation”, or the 
completely automatic factory which will result in “push-button” con- 
trolled production. 
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MECHANIZATION OF THE OFFICE 


The office cannot afford to lag behind the factory in applying 
mechanization principles, as it has up to now. The need for reducing 
office costs, for remaining competitive in one’s own industry, coupled 
with the ingenuity of the electronics engineer, will compel the office to 
adopt these new techniques, depending, of course, upon the size of the 
office operations. 


The chief features of the electronic computer are its ability to store- 
up a great mass of data which it can recall, compare, or compute at any 
time according to instruction, and the fabulous speeds with which it 
performs these operations. These features are also the bases of punched 
card equipment. The machine’s “memory” consists of the card from 
which information can be used repetitively, and its speed of operation 
is greatly in excess of manual operations. The new electronic marvels 
are further developments of the punched card and for some applica- 
tions will continue to use cards or tape. 


. 


The capacity to store or “remember” data, however, has been 
increased fantastically by storing it either electronically in vacuum tubes 
in the form of electrical impulses or on tape. This capacity is again 
supplemented by the ability to make use of the information with the 
speed of light, coupled with an incredible increase in the speed of 
computation. Incidentally, the so-called “electronic brain” does not 
employ complicated mathematical procedures. It performs all its 
mathematical functions by continuous addition or continuous 
subtraction. 


The following statistics are typical of the speed of operation of 
eletcronic computers: 
Multiplying — 50, 14 digit numbers per second (42,000 digits 
per minute. 


Accumulating, Adding, Subtracting — 210,000 digits per 
minute. 


Memory Capacity — Over 400,000 digits. 


Complete Scanning of a List of Mathematical Items — 100,000 
digits in 3 seconds. 
Input — 30,000 digits per minute. 


Output — Up to 24,000 digits per minute. 


Effect on Office Employees 


What effect will this technological change have on the office 
worker? The machine will dispense with many manual operations, and 
the workers performing those operations will be replaced by machine- 
tenders. It would seem that the skills required for the new group will 
be less exacting than those required for the manual operations. On the 
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other hand, the growing need for greater managerial skills indicates, at 
the opposite extreme, a class of office people of professional calibre. 
Instead of the many strata of occupations and skills now found in the 
office, rising gradually from the office boy to the top executive, there 
will probably be a marked distinction between the relatively unskilled 
machine-tender and the trained interpreter and planner who will use the 
machine’s output. 

Not only will there be the problem of changing skills in the office, 
there may be, also, the problem of relocation of large numbers of office 
people displaced by machines. If the growth of the national economy 
will not absorb these people, a social problem will arise, and under our 
free enterprise system, management has social responsibilities. 


Student Section... 
Solutions by A. V. Harris, C.A., R.A. 


ADVANCED COST ACCOUNTING — PAPER Il — 1953 EXAMINATION 
QUESTION II (16 marks) 


The X Manufacturing Company manufactures a product by the name of SARDER. 
Work-in-Process accounts are charged at actual and credited at standard. The 
company records all possible variations monthly in separate accounts and transfers the 
balance in these accounts directly to cost of sales at the end of the fiscal year. From 
the following information submit Journal Entries, with explanatory data to record the 
operations for the month of January: 

Budgeted Overhead Expense — $3,000.00. 

Budgeted Direct Labour hours for the month — 5,000 hours. 

Units of production completed during the month of January — 250. 

Work-in-Process Inventory January Ist — nil. 

January 31st — 60 units. 
Material Consumed — 100%. 
Direct Labour and Manufacturing Expense -—— 50%. 

Transactions for the month of January were as follows: 

Purchases of materials: 8,000 feet @ 0.50. 
Purchases of supplies: $700.00. 
Materials consumed as per requisition (actual cost): 10,000 feet @ 0.50. 

Supplies consumed: $600.00 

Labour cost: Direct: 5,300 hours @ 0.75. 
Indirect: $800.00. 


Manufacturing expenses: 


Sundries $500.00 
Insurance 30.00 
Depreciation 100.00 
Taxes 40.00 


Sales for the month -—— 200 units @ $50.00 per unit. 
The Company’s Standard Cost Sheet for one unit of Sarder was as follows: 


Materials 30 feet @ 50 $15.00 
Labour 20 hours @ .75 15.00 
Manufacturing Expense 20 hours @ .60 12.00 


“$42.00 
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t SOLUTION TO QUESTION Ii 
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e and supplies 
| 2. Work-in-Process Materials 
f Mfg. Expenses 
Stores 
To record Materials and supplies u used 
: in production 
. Materials 10,000 x 0.50 
€ OTT LS Ne See Oe ye i ren ween Ae 
y 
r 3. Payrolls 
Accrued Payrolls 
To record Payrolls: Direct and indirect 
Direct Labour 5,300 h.x 0.75 
Indirect Labour 
1, Work-in-Process Labour 
Mfg. Expense 
Payrolls 
’ To distribute Payrolls: Direct Labour 
; Indirect Labour 
N S. Mile: Mupenses:....0...0 5c. oss ote cceccss 
Accounts payable 
Prepaid Insurance 
Reserve for Depreciation 
R. Accrued Taxes 
he Vouchering Mfg. Expenses Sundries 
he Monthly Adjustments for Others 
7 6. Work-in-Process —- Mfg. Expenses 


~] 


.—) 








. Finished Goods ... 


Stores 
Accounts Payable 
To record actual cost of direct materials 


Mfg. Expenses 
To Transfer Actual Mfg. Expenses to 
Work-in-Process Account 


Work-in-Process — - Materials 


Work-in-Process — Labour 

Work-in-Process —- Mfg. Expenses 
Materials, 250 units x $15.00 
Labour 250 unitsx 15.00 = 
Mfg. Expense 250 unitsx 12.00 


. Accounts Receivable 


Sales 
To Record Sales: 200 units x $50.00 


. Cost of Sales 


Finished Goods 
200 units sold x $42.00 


. No price variances in Materials. 


Standard $0.50 
Actual $0.50 


- Material Quantity Variance 


Work-in-Process — Materials 
Actual quantity 10,000 feet 
Standard quantity 9,300 feet 


700 x $0.50 


. No Rate Variances in Labour 


Standard $0.75 
Actual $0.75 





STUDENT SECTION 


. $5,000.00 


_ 600.00 
$5,600.00 


. $3,975.00 


800.00 


$4,775.00 


$3,975.00 
800.00 


$ 500.00 
170.00 


$3,750.00 
3,750.00 
3,000.00 


$4,700.00 


$5,00.00 
600.00 


$4,775.00 


$3,975.00 
800.00 


$ 670.00 


$2,070.00 


$10,500.00 


$10,000.00 


$8,400.00 


$ 350.00 





$4,700.00 


$5,600.00 


$4,775.00 


$4,775.00 


$ 500.00 
30.00 
100.00 
40.00 


$2,070.00 


$3, 750. 00 


3, ‘000. 00 


$10,000.00 


$8,400.00 


$ 350.00 





COST AND MANAGEMENT 


. Work-in-Process — Labour $ 225.00 
Labour Quantity Variance $ 225.00 
Standard Hours 5,600 
Actual Hours 5,300 
300 x $0.75 
. Work-in-Process — Mfg. Exp. $ 930.00 
Mfg. Expense Budget Variance $ 930.00 
Budgeted $3,000.00 
Actual 2,070.00 
$ 930.00 
. Work-in-Process Mfg. Exp. $ 180.00 
Mfg. Exp. Efficiency Variance $ 180.00 
Actual Hours 5,300 
Standard Hours 5,600 
300 x $0.60 
. Work-in-Process — Mfg. Exp. $ 180.00 
Mfg. Exp. Capacity Variance $ 180.00 
Actual Hours 5,300 
Budgeted Hours 5,000 
300 x $0.60 


ADVANCED COST ACCOUNTING — PAPER | — 1953 EXAMIINATION 


QUESTION I! (15 marks) 
The Drake Manufacturing Co. Ltd. does not manufacture at the full capacity of its 
plant. During September the costs of production were: 
Direct Materials $20,000.00 
Direct Labour 15,000.00 
Manufacturing Expenses 30,000.00 
$65,000.00 


In the month of September production totalled 20,000 units, and the sales price 
per unit was $4.00. The general administrative and selling expenses in the month 
were $6,500.00. 

The Company is offered a special order for 10,000 units, if it can be priced at 
$3.00 per unit. 

Examination reveals that, including the above order, the costs for the month 
would be: 

Direct Materials $30,000.00 

Direct Labour 22,500.00 

Manufacturing Expenses : 37,500.00 


$90,000.00 


REQUIRED 


1. The Differential cost per unit. 
2. Statement to show whether the Company should accept or decline the offer. 


SOLUTION TO QUESTION II Without With 
Contract Contract 
(1) Total Cost $65,000.00 $90,000.00 
No. of Units 20,000 30,000 
Unit Cost $ 3.25 $ 3.00 
Cost Differential $ 25 
(2) Comparative Profit and Loss Statement for Period 
Without Unit With 
Contract Cost Contract ‘ Contract 
Sales $80,000.00 $4.00 $110,000.00 oe $30,000.00 
Cost of Sales 65,000.00 3.25 90,000.00 3. 25,000.00 
Gross Profit $15,000.00 ey he $ 20,000.00 ; $ 5,000.00 
Operating Expenses 6,500.00 325 6.500.00 
Net Profit $ 8,500.00 $ .425 $ 13.500.00 .! $ 5,000.00 
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